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IN THE MATTER OF THE APPLICATION OF | DOCKET NO. E-01345A-11-0224
ARIZONA PUBLIC SERVICE COMPANY
FOR A HEARING TO DETERMINE THE
FAIR VALUE OF THE UTILITY PROPERTY
OF THE COMPANY FOR RATEMAKING ,
PURPOSES, TO FIX A JUST AND STAFF’S NOTICE OF FILING ERRATA
REASONABLE RATE OF RETURN
THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP
SUCH RETURN

The Utilities Division Staff (“Staff”) of the Arizona Corporation Commission
(“Commission™) hereby provides Notice of Filing the following corrections to the Direct Testimony
of Michael J. McGarry, Sr. filed on November 18, 2011: Errata Pages 23 and 24 of the Direct
Testimony and Errata Schedules 1 through 3 of Exhibit MJM-3. Staff Witness McGarry
inadvertently filed a working draft of Table 1 on page 24 of his Direct Testimony and made several
rounding errors in his calculations in Schedules 1 through 3 of Exhibit MIM-3. The resulting
corrections slightly change the total balance reflected in column (f) of Table 1 (from $14,929 to
$15,211) and have no impact on the overall conclusions reached by Mr. McGarry.

RESPECTFULLY SUBMITTED this 19" day of December 2011,

Wi

Maureen A. Scott, Senior Staff Counsel

Arizona Corporation Commission

D Q C K ET F D Charles H. Hains, Attorney
. Janet Wagner, Assistant Chief Counsel
DEC 19 2011 Scott Hesla, Attorney

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

(602) 542-3402
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Original and thirteen (13) copies
of the foregoing filed this
19 day of December 2011 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Cotg)ies of the foregoing mailed this
19" day of December 2011 to:

Meghan H. Grabel

Thomas L. Mumaw

Pinnacle West Capital Corporation
400 North 5™ Street, MS 8695
Phoenix, Arizona 85004

Attorneys for Arizona Public Service
Company

C. Webb Crockett

Patrick J. Black

Fennemore Craig, PC

3003 North Central Avenue, Suite 2600

Phoenix, Arizona 85012-2913

Attorneys for Freeport-McMoRan and
Arizonans for Electric Choice and
Competition (AECC)

Daniel W. Pozefsky, Chief Counsel
Residential Utility Consumer Office
1110 West Washington, Suite 220
Phoenix, Arizona 85007

Attorneys for RUCO

Michael A. Curtis
William P. Sullivan
Melissa A. Parham
Curtis, Goodwin, Sullivan,
Udall & Schwab, PLC.
501 East Thomas Road
Phoenix, Arizona 85012-3205
Attorneys for the Town of Wickenburg and
Town of Gilbert

Timothy M. Hogan

Arizona Center for Law in the Public Interest
202 East McDowell Road, Suite 153

Phoenix, Arizona 85004

Attorneys for WRA, SWEEP, ASBA/AASBO

Jeif Schlegel

SWEEP Arizona Representative
1167 West Samalayuca Drive
Tucson, Arizona 85704

David Berry

Western Resource Advocates
Post Office Box 1064
Scottsdale, Arizona 85252-1064

Barbara Wyllie-Pecora
14410 West Gunsight Drive
Sun City West, Arizona 85375

Kurt J. Boehm

Boehm, Kurtz & Lowry

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Attorneys for The Kroger Co.

Jeffrey W. Crockett, Esq.

Brownstein Hyatt Farber Schreck LLP

One East Washington Street, Suite 2400
Phoenix, Arizona 85004

Attorneys for Arizona Association of Realtors

Michael W. Patten

Roshka DeWulf & Patten, PLC

One Arizona Center

400 East Van Buren Street, Suite 800

Phoenix, Arizona 85004

Attorneys for Tucson Electric Power Company

Bradley S. Carroll

Tucson Electric Power Company

One South Church Avenue, Suite UE 201
Tucson, Arizona 85701

Cynthia Zwick
1940 East Luke Avenue
Phoenix, Arizona 85016

Michael M. Grant

Gallagher & Kennedy, PA
2575 East Camelback Road
Phoenix, Arizona 85016-9225
Attorneys for AIC
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Gary Yaquinto, President & CEO
Arizona Investment Council

2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004

Karen S. White, Staff Attorney

Air Force Utility Law Field Support Center
AFLOA/JACL-ULFSC

139 Barnes Drive

Tyndall AFB, Florida 32403

Greg Patterson, Of Counsel

Munger Chadwick

2398 East Camelback Road, Suite 240

Phoenix, Arizona 85016

Attorneys for Arizona Competitive Power
Alliance

Nicholas J. Enoch

Jarrett J. Haskovec

Lubin & Enoch, PC

349 North Fourth Avenue

Phoenix, Arizona 85003

Attorneys for IBEW Locals 387, 640 & 769

Lawrence V. Robertson, Jr.

Post Office Box 1448

Tubac, Arizona 85646

Attorney for Southwestern Power Group I1,
LLC; Bowie Power Station, LLC; Noble
Americas Energy Solutions LLC;
Constellation NewEnergy, Inc.; Direct
Energy, LLC and Shell Energy North
America (US), LP

Laura E. Sanchez

Natural Resources Defense Council
Post Office Box 287

Albuquerque, New Mexico 87103

Jay 1. Moyes

Steve Wene

Moyes Sellers & Hendricks

1850 North Central Avenue, Suite 1100
Phoenix, Arizona 85004

Attorneys for AzAg Group

Jeffrey J. Woner

K.R. Saline & Assoc., PLC
160 North Pasadena, Suite 101
Mesa, Arizona 85201

Scott S. Wakefield

Ridenour, Hienton & Lewis, PLLC
201 North Central Avenue, Suite 3300
Phoenix, Arizona 85004-1052
Attorneys for Wal-Mart Stores, Inc.

Steve W. Chriss

Senior Manager, Energy Regulatory Analysis
Wal-Mart Stores, Inc.

2011 S.E. 10" Street

Bentonville, Arkansas 72716-0550

Craig A. Marks

Craig A. Marks, PLC

10645 North Tatum Boulevard
Suite 200-676

Phoenix, Arizona 85028
Attorney for AARP

Douglas V. Fant

Law Offices of Douglas V. Fant
3655 West Anthem Way

Suite A-109, PMB 411

Anthem, Arizona 85086

Amanda Ormond

Southwest Representative
Interwest Energy Alliance
7650 South McClintock Drive
Suite 103-282

Tempe, Arizona 85284
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Direct Testimony of Michael J. McGarry, Sr.
Docket No. E-01345A-11-0224

Errata Page 23

Q Is this a reasonable amount to assume for incentive purposes to promote prudent fuel
procurement practices?

A. Yes. The roughly $9 million in interest is only half the penalty paid by the Company
under the 90/10 sharing provision in 2006 and 2008, and only one third the penalty of
2007. Additionally, in 2010 under the 90/10 sharing provision, ratepayers were harmed
by having to give up $14.5 million (10 percent of the Company’s over collection). Had
my recommended interest incentive been in place, ratepayers would instead have received
$9 million in interest.

Q Have you calculated the impact for a period when there was an under collection?

A. Yes.

Q What was the result of that analysis?

A. Table 1 on the following page shows the impact of my proposed methodology for the

three years 2008 through 2010. The Forward and Historical Tracking Accounts for 2008
revealed an under collection balance, while 2009 and 2010 were both years of over
collection of base fuel costs. Customers would have owed the Company $1.06+142
million less in 2008 associated with the under collection of base fuel costs. Customers
would have been paid an additional $4.557673 million and $9.444396 million in 2009 and
2010, respectively, with the change in interest on the over collections in those two years.
Based on this illustration using my proposed methodology, customers would have
benefitted $15.029211 million over the three years. Details of my calculations are

included as Exhibit___(MJM-3) Schedules 1 (2010), 2 (2008), and 3 (2009).




Direct Testimony of Michael J. McGarry, Sr.
Docket No. E-01345A-11-0224
Errata Page 24
1
2 Table 1: Effect on PSA Balance with Proposed Interest Rates
Change to
3 Collection
4 Federal APS Short- Approved Balance favoring
Line No Year  TreasuryRate  Term Debt Difference ROE Ratepayers
5 (a) (b) {c) (d) (e) Ul
6 1 2008 3.17% 2.24% -0.0093 10.75% $3,061 1,142
7 2 2009 0.37% 1.09% 0.0072 10.75% $4,557 4,673
g 3 2010 0.45% 0.84% 0.0039 11.0% $9,311 9,396
}(1) 4 Total $14,920 15,211
12
131 Q Is your recommendation concerning PSA interest rate being used in any other
14 jurisdiction?
15y A. While I do not know how many jurisdictions are using this interest rate structure for their
16 fuel cost trackers, I do know that it is being used for utilities with fuel cost trackers in
17 Michigan.*
18
9F Q Please summarize your recommendation involving the change in PSA application of
20 interest.
21| A. To reflect more accurately the cost of money and to encourage the Company to minimize
22 over collections, the interest applied monthly to PSA over and under collections should be
23 done in the following manner: (1) for over collections, the interest rate applied should be
24 the greater of the most recently Commission-approved rate of return on equity or the
25 Company’s average short-term borrowing rate available to the Company for the year, and
26 (2) for under collections, the interest rate applied should be the lesser of the most recently
27 Commission-approved rate of return on equity or the Company’s average short-term
28 borrowing rate available to the Company for the year.
29
* Michigan Compiled Laws (MCL) 460.6()(16).
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